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|. Introduction
A. Introduction to Project XL



The U.S. Environmentd Protection Agency with the cooperation of state and local authorities has
initiated the Excellence and Leadership (“XL” ) Program to work with interested companies to develop
innovative gpproaches for addressing environmenta issues. The XL program encourages companies to
come forward with new approaches that have the potentia to advance environmenta goals more
effectively than have been achieved using traditiona regulatory tools. Project sponsors must
demondtrate superior environmenta performance, the on-going involvement of stakeholders and
achievement of other XL criteria. The Progressive Auto Insurance Company, while not regulated by
USEPA, has developed an innovative insurance product which has the potentid to greetly benefit the
environment.

B. Project Contact List

Progressive Auto Insurance; Bob McMillan (719)265-7488
EPA Headquarters/Project XL.: Janet Murray (202)260-7570
EPA Headquarters/Study Methodology: Allen Greenberg (202)260-0626

[1. Project Description

A. Progressive Auto I nsurance Company’ s Pay-as-you-Drive Program

Progressive Auto Insurance company has piloted a unique voluntary insurance program in the
dtate of Texas. Mogt auto insurance rates are based on a number of factors, including: age, sex, marital
datus, and where the driver lives, while more specific information about customer driving patterns such
as mileage driven, time of day and location of driving, are generaly not taken into account because of
the difficulty involved in monitoring and tracking the information. In response to this, Progressive has
worked cooperdtively with atechnology firm to ingal in their cusomers vehiclesaglobal postioning
system device which, in addition to providing persona security, and roadside and directiond assistance,
aso monitors a number of other factors, including: time of day, amount of driving, and estimated
geographic location of driving (whether the customer isin arurad area, urban areg, or smal town.) The
company can then use these additiond factorsin its “ Autogrgph” Program in determining auto insurance
rates which are more pecific to individuas driving habits.

It has been estimated that roughly 80% of an individud’ s transportation cogts are fixed once



one purchases a car; that is, 80% of costs remain the same on a monthly basis regardless of how much
or how little one drives. With the Progressive system, some of the fixed costs now become varigble
cogs which will be influenced by the customer’s monthly driving activity.

Progressve' s system is designed not only to lower costs for its customers, but also to
encourage positive driving behaviors which lead to a reduction in accidents and thefts. By offering this
system, Progressive is providing its customers afinancia incentive to drive less and choose dternate
forms of trangportation, such as public trangt or walking, and in so doing reduce the negative
environmenta impact resulting from higher levels of automobile usage. In this XL Project, EPA will
initiste a sudy to determine the environmenta impact of this insurance product. The parties that will sgn
this XL Agreement are USEPA and the Progressive Insurance Company.

B. Progressive’s Commitments

The company has aready piloted the technology and the insurance product. Progressive's
commitment to this XL Project involves making available to EPA aggregated data on participants
driving mileage and times of day that participants are driving. Thiswill dlow the Agency to andyze
Progressive' s data and make determinations about increases or decreases in driving mileagein

response to the use of this product. In addition, Progressive is committing to working cooperatively

with auto manufacturers to increase the availability of the product; this will be of assstancein EPA’s
study since the study’ s designers would like to include regiona effects to whatever degreeis possible.

[11. Project XL Criteria

In Federal Register Noticesin 1995 and 1997, USEPA defined and detailed specific criteria
to guide XL Projects.
A. Superior environmental performance

While the company has not yet directly measured environmental impacts, if consumers respond
to the increased per mile cogt of driving resulting from converting automoative insurance from afixed to
variable cost the same way they do to the increased per mile cost of driving resulting from fue price
increases, asgnificant reduction in driving would be expected. Initid cost figures gppear to show that



sgnificant savings are accruing, and that drivers are paying close atention to their driving patterns and
the information supplied to them by the company, in order to minimize their insurance codts. Driversin
urban areas gppear to accrue the greatest savings, asthey see the largest reductions in theft premiums
and tend to have short commutes.

Thefocus of this XL Project isan andytica study, which will determine the extent to which the
Progressive Program has an effect on the environment. EPA, in partnership with USDOT and the
Insurance Indtitute for Highway Safety, is developing a study methodology to determine if indeed the
anecdotd evidenceis accurate, and drivers are driving less as aresult of their participation in the
program. EPA’s interest in the program derives from the possibility that insurance pricing plans like
Autograph might ater driving habits, as well as diginguish exidting differencesin habits, as driverslearn
how their driving habits affect their costs. Recognizing that some factors which contribute to increased
crash risk, such astotd driving and driving during congested traffic periods, can dso affect ar quality,
EPA isinterested in whether people who sign up for avoluntary program like Autograph will reduce
their totd driving or their driving during congested periods. A brief description of factorsto be
monitored in the sudy isincluded in the “monitoring, reporting, and evauation” section of this
document.

Reducing vehicle milestraveed (VMT) is essentid to promoting many of EPA’ s environmentd
objectives. Despite years of progress in improving vehicle technology to reduce automotive emissons,
cars and light trucks continue to be mgor contributors to a host of nationd environmenta chalenges, in
part due to large and continuous increases in VMT. For example, according to EPA’s Indicators of
the Environmental |mpacts of Transportation report (October 1999), U.S. travd is responsible for
asubgtantia portion of U.S. ozone precursor emissions (31% of volatile organic compounds and 36%
of nitrogen oxides) 61% of nationwide carbon monoxide emissions, and 31% of carbon dioxide
emissons (aprimary greenhouse gas responsible for climate change.) As aresult of the proliferation of
light duty trucks, flestwide fuel economy is decreasing, and per mile vehicle carbon dioxide emissons
have actudly increased. Additiondly, many environmenta challenges related to travel - such as water
qudity deterioration due to roadway runoff, wetlands loss, and habitat destruction - are unaffected by



improved vehicle technology. Reducing VMT is afundamentd srategy in addressing the full range of
environmental harms related to travel. In most XL Projects, specific regulatory reief is requested by the
company, and granted by EPA, in order to allow the Project to move forward. In the case of
Progressve, no regulatory relief isbeing requested; however, as the Project progresses, if it isfound
that the project provesto be environmentaly beneficid, it is possible that some dternatives might be
explored for offering incentives to key groups who enable the project to move forward. In 1997, EPA
adopted a palicy to dlow credit in State Implementation Plans (SIP s) for voluntary mobile source
reduction programs (VMEP's) The possibility of offering SIP credits in those states which enable this
program to move forward is one dternative for offering regulatory flexibility. The policy alows 3% of
the total reductions needed for attainment in aloca or regiond geographic areato be from voluntary
mobile source reduction programs.
B. Anticipated Benefits such as cost savings, paperwork reduction and operational flexibility
Progressive has begun to accumulate anecdota evidence which suggests that their system is
earning greeter popularity. Those involved are reporting ahigh level of awareness of their driving
patterns, and through focus group research, the company isfinding that participants are encouraging
non-users to consider signing up for the program. Progressive' s participation in this XL Project may
further increase public awareness of thisinsurance product, and in so doing, might help the company
increase the product’ s avail ability throughout the country.
C. Active stakeholder involvement in project development and implementation.

Progressive has involved stakeholders in the development of this XL Project. The Department
of Trangportation/Federd Highway Adminigtration, the Insurance Indtitute for Highway Safety,
Environmentad Defense, and representatives from the automobile industry have attended meetings on
the project, reviewed documents and made suggestions about the agreement.

D. Innovation/Multi-media pollution prevention

In generd, thereis little opportunity for shifting of pollutants from one media to ancther in this
project. This project is hot aiming to reduce a specific media pollutant, which can in some cases carry
with it adegree of risk that levels of other media pollutants might increase. It seems unlikely that overal



driving leveswill have been found to increase a the end of the sudy. Thereis some possibility that car
owners who are involved in the program where only one vehicle is charged insurance by usage, will
choose another household vehicle for some trips; the designers of the andytica study have a number of
possible methods for dedling with this problem, depending on resource availability.

E. Transferability

Progressive’ s god isto begin marketing their product in other states, though thisis dependent
on each date’ s specific insurance regulations. Progressive has taken important steps to begin to pilot
the program in the states of Ohio, Illinois, and Cdlifornia. Expansion of the product will be dependent in
part upon the insurance regulaions in specific dates.

One of the difficulties involved in expanding the product is the limited availability of the
technology. The company has been working cooperatively with auto manufacturers to expand the GPS
system. It is expected that over 100,000 new vehiclesin the U.S. will be GPS equipped beginning in
January 2001 and that a substantid portion of the new domestic vehicle fleet will be GPS equipped
beginning in July 2001, corresponding to the beginning of modd year 2002. To facilitate retrofitting
after market vehicles of dl ages to enable participation in Autograph-a key need to ensure thet the
benefits of Autograph extend to consumersin dl income brackets and that drivers of the oldest, most
polluting vehicles can be rewarded for driving less-Progressive has been working cooperatively with
after market GPS equipment manufacturers and several American automobile manufacturers, to bring
Program compatible, cost effective technology to market.

F. Feasibility

Since the product has dready been made available in the state of Texas, the technology itself
has dready been tested. By signing this XL Agreement, the Progressive is committing to andysis of the
data by EPA. The datathat is collected will not contain private, individua participant information such
as names or other persond information.

G. Monitoring, reporting accountability, and evaluation/duration of study

The andysiswill be carried out and completed by EPA in cooperation with other federd and

non-federa partners. Data collection regarding individua driving habits is expected to begin to be



collected after January 1, 2001, and to end on January 1st, 2003. The study will ook at basdline data
before being involved in the Autograph program and after being involved in Autograph; the study will
take into account such factors as demographic issues, regiond affects, and subregiona affects (urban
vs. suburban, etc.) The study will aso account for mileage shifting from one household vehicle to
another. Exact numbers of participants have not yet been determined since this will depend upon the
level of detail of the sudy and funding availability. Datawill be evauated on an aggregate basis only so
asto protect individua consumer privacy.
H. No shift of risk burden/consistency with Executive Order 12898 on Environmental
Justice/must protect worker safety and ensure that no one is subjected to unjust or
disproportionate environmental impacts.

This XL Project is consstent with this Executive Order. No groups are subject to adverse
environmental impacts and worker safety isnot & risk.

V. Legal Basisfor the Project

A. Authority to Enter into the Agreement

By sgning the agreement, EPA, and Progressive Insurance acknowledge and agree that they
have the respective authorities and resources to enter into this agreement and to implement gpplicable
provisons of this Project, as described in this document.

B. Legal Effect of the Agreement

This agreement states the intentions of the parties with respect to Progressive’ s XL Project.
The parties have stated their intentions serioudy and in good faith, and expect to carry out their Stated
intentions.

This Agreement in itself does not create or modify legd rights or obligetions, is not a contract or
aregulatory action, such asapermit or rule, and is not legdly binding or enforceable againgt any party.
Rether, it expresses the plans and intentions of the Parties without making those plans and intentions
binding requirements. This gppliesto both procedura and subgtantive matters. Thus for example, the
Agreement establishes procedures that the parties intend to follow with respect to dispute resolution



and termination. However, while the parties fully intend to adhere to these procedures, they are not
legally obligated to do so.

Thisagreement isnot a“fina Agency Action” by EPA, because it does not create or modify
legd rights or obligations and is not legaly enforceable. Nothing either party does or does not do that
deviates from aprovison of this Agreement, or that is aleged to deviate from a provison of this
Agreement, can serve as abasis for any clam for damages, compensation or other relief againg any
party. This Agreement isitself not subject to judicid review or enforcemen.

C. Laws and Regulations Unaffected

Inthis XL Project, no regulatory flexibility is being requested and the parties do not intend to
modify any future laws or regulaions.
D. Retention of Rightsto Other Legal Remedies

Nothing in the Agreement affects or limits either USEPA’ s or Progressive' slegd rights. Such
rights may include legd, equitable, civil, crimind, or adminidrative dams or other relief regarding the
enforcement of present or future applicable federd and state codes, rules, regulations or permits.

V. Withdrawal from or Termination of the Agreement

A. Expectations
Although this Agreement is not legaly binding and any party may withdraw from the Agreement at any
time, it isthe desire of the parties that it should be implemented as fully as possible unless one of the
conditions below occurs:

1. Falure by any party to (@) comply with the provisons of the enforceable implementing
mechanisms for this Project, or (b) act in accordance with the provisons of this Agreement. The
assessment of the failure will take its nature and duration into account.

2. Failure of any party to disclose materia facts during development of the Agreement.



3. Failure of the project to provide superior environmenta performance consstent with the
provisons of this Agreement.

4. Enactment or promulgation of any environmenta, hedlth or safety law or regulation after
execution of the Agreement, which renders the project legaly, technicaly or economicaly
impracticable.

B. Procedures
The parties agree that the following procedures will be used to withdraw from or terminate the Project
before expiration of the Project term.

1. Any party that wants to terminate or withdraw from the Project is expected to provide
written notice to the other parties a least sixty days before the withdrawa or termination.

2. If requested by any party during the sixty day period noted above, the dispute resolution
proceedings described in Section IX of this Agreement may be initiated to resolve any dispute relating
to the intended withdrawa or termination. If, following any dispute resolution of informa discussion, a
party till desiresto withdraw or terminate, that party will provide written notice of finad withdrawa or
termination to the other parties.

3. The procedures described in this Section apply only to the decision to withdraw or terminate
participation in this Agreement. Procedures to be used in modifying or rescinding any lega implementing
mechanisms, if any, will be governed by the terms of those legad mechanisms and gpplicable law. It may
be necessary to invoke the implementing mechanism’s provisions that end authorization for the Project

in the event of withdrawd or termination.

VI. Project Duration

The parties intend that data collection for this project will begin in January of 2001 and end on
June 30, 2003.

VIl. Unavoidable Delay During Project | mplementation



“Unavoidable Delay” (for purposes of this Agreement) means any event beyond the control of
any party that causes delays or prevents the implementation of the project described in this Agreement,
despite the parties’ best efforts to put their intentions into effect. An unavoidable delay can be caused
by, for example afire or acts of war.

When any event occurs that may delay or prevent the implementation of this Project, whether
or not it isavoidable, the party to this Agreement who discoversit will immediately provide notice to
the other parties. Within ten days after that initia notice, the party should confirm the event in writing.
The confirming notice should include: 1) the reason for the delay; 2) the anticipated duration 3) dl
actions taken to prevent or minimize the delay; and 4) why the delay was considered unavoidable,
accompanied by appropriate documentation.

If the parties agree that the delay is unavoidable, the schedule should be extended to cover the
time period lost due to the dlay. If they agree, they should aso document their agreement in awritten
amendment to this Agreement. If the Parties do not agree, then they should follow the provisons for
dispute resolution outlined below.

This section applies only to the provisions of this Agreement. Enforceable, regulatory
mechanisms, such as permit provisons or rules, are subject to modification or enforcement as provided

in gopplicable law.

VII1I. Amendments or Modifications to the Agreement

This project is an experiment designed to test new approaches environmenta protection and
there is a degree of uncertainty regarding the environmental benefits and costs associated with activities
to be undertaken in this project. Therefore, it may be appropriate to amend this Agreement a some
point during its duration.

ThisFina Project Agreement may be amended by mutua agreement of dl parties a any time
during the duration of the project. The parties recognize that amendments to this Agreement may aso

necesstate modification of legd implementation mechanisms or may require development of new
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implementation mechanisms. If the Agreement is amended, EPA and Progressive expect to work
together with other stakeholders to pursue any necessary modifications or additions to the
implementation mechanisms in accordance with gpplicable procedures. If the parties agree to make a
subgtantive amendment to this Agreement, the generd public will receive notice of the amendment and
be given an opportunity to participate in the process, as gppropriate.

In determining whether to amend the Agreement, the parties will evauate whether the proposed
amendment meets Project XL acceptance criteriaand any other relevant considerations agreed upon
by the parties. All parties to the Agreement will meet within 90 days following submission of any
amendment proposa (or within ashorter or longer period if dl parties agree) to discuss evauation of
the proposed amendment. If al parties support the proposed amendment, the parties will (after
gppropriate stakeholder involvement) amend the Agreement.

I X. Transfer of Project Benefits and Responsibilities to a New Owner

The parties expect that the implementing mechanisms will dlow for atransfer of Progressve' s benefits
and responsbilities under the Project to any future owner or operator upon request of progressive and

the new owner or operator, provided that the following conditions are met:

A. Progressive will provide written notice of any such proposed transfer to the EPA &t least 90
days prior the effective date of the transfer. The notice is expected to include identification of
the proposed new owner or operator, a description of its financia and technical capability to
assume the obligations associated with the project, and a statement of the new owner’s
intention to take over responghilitiesin the XL Project of the existing owner or operator.

B. Within 45 days of receipt of the written notice, the parties expect that EPA, in consultation with
appropriate stakeholders, will determine whether 1) the new owner or operator has
demonstrated adequate capability to meet EPA’s requirements for carrying out the XL Project;
2) iswilling to take over the responsibilitiesin the XL Project of the existing owner or operator
and 3) is otherwise an gppropriate Project XL partner.

11



It will be necessary to modify the Agreement to reflect the new owner and it may aso be necessary for
EPA, to amend appropriate rules, permits or other implementing mechanisms (subject to applicable
public notice and comment) to transfer the lega rights and obligations of Progressive under this Project

to the new owner.

X. Process for Resolving Disputes

Any dispute which arises under or with respect to this Agreement will be subject to informd
negotiations between the parties to the Agreement. The period of informa negotiations will not exceed
twenty calendar days from the time the dispute is first documented, unless that period is extended by a
written agreement of the parties to the dispute. The dispute will be considered documented when one
party sends a written notice of dispute to the other parties.

If the dispute cannot be resolved by the parties then one or both of the parties may involve non-
binding mediation by setting forth the nature of the dispute with a proposd for its resolution in aletter to
the Assstant Administrator for EPA’ s Office of Policy, Economics and Innovation. This person will
serve as the non-binding mediator and may request an informa mediation meeting to attempt to resolve
the dispute. He or she will them issue awritten opinion that will be non-binding and does not condtitute
find EPA action. If thiseffort is successful, the parties till have the option to terminate or withdraw

from the Agreement, as set forth earlier in this document.

Signatories and Effective Date

Progressive Auto Insurance

USEPA
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